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BUREAU OF THE PUBLIC DEBT .

_ C . ,
FROM: Dennis 8. Schindel agﬁwnwxb///(AAqf%Z/k—~
Assistant Inspector General for Audit

SUBJECT: Report on the Treasury Bureau of the Public Debt
Trust Fund Management Branch Schedule of Assets
and Liabilities and Schedule of Activity for the
Highway Trust Fund for the Year Ended
September 30, 1999

I am pleased to transmit the attached audit report related to the
Fiscal Year (FY) 1999 schedule of assets and liabilities and
schedule of activity (the Schedules) of the Highway Trust Fund
the Trust Fund). These Schedules relate solely to the functions
performed by the Bureau of the Public Debt (BPD) Trust Fund
Management Branch (TFMB) as custodian of the Trust Fund monies
and investments.

The trustee program agency is responsible for administering,
regulating, and monitoring the program activities funded by the
Trust Fund. The trustee program agency also makes all decisions
regarding dispositions from the Trust Fund. The TFMB provides
accounting, investment, and financial reporting services to the
Trust Fund. The TFMB also records receipts, disbursements, and
transfers related to the Trust Fund based on information
submitted by the Office of Tax Analysis, the Internal Revenue
Service, and other Treasury bureaus and offices, and the
Department of Transportation. As such, the Schedules dc not
represent a complete accounting for all assets, liabilities, and
sources and uses of funds of the Trust Fund.

The following reports were issued by KPMG LLP, an independent
public accountant (IPA) related toc the FY 199% schedule of assets
and liabilities and schedule of activity of the Trust Fund:

¢ Independent Auditors’ Report on the Schedules:
e Independent Auditors’ Report on Internal Control over
Financial Reporting; and

e Independent Auditors’ Report on Compliance with Laws and
Regulations.

The IPA rendered an ungualified opinion on the FY 1999 Schedules
of the Trust Fund. The IPA’s report on internal controls
contained no reportable conditions related to the internal
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controls for the Trust Fund. The IPA’s report on compliance with
laws and regulations contained one instance of nconcompliance
relating to the Office of Management and Budget (OMB) Circular
A-127 requiring Federal entities to use an integrated financial
management system. We understand that BPD is implementing
integrated systems for FY 2000.

The IPA also issued a management letter dated December 24, 1999,
discussing various issues that were identified during the audit,
but are not required to be included in the audit reports.

As in the prior year, my staff monitored the conduct of this
audit and performed a quality control review of the IPA's working
papers. The audit was performed in accordance with Government
Auditing Standards, issued by the Comptroller General of the
United States, and met the requirements of OMB Bulletin No.
98-08, Audit Requirements for Federal Financial Statements, as
amended. :

Should you have any gquestions, please contact me at

{202}y 927-5400, or a member of your staff may contact William H.
Pugh, Deputy Assistant Inspector General for Audit

{Financial Management), at (202} 927-5430.

Attachment

cc: Gary Gensler
Under Secretary for Domestic Finance

Donald V. Hammond
Fiscal Assistant Secretary
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2001 M Sireet, NW,
Washington, D.C. 20036

Independent Auditors’ Report on the Schedules

The Inspector General, U.S. Department of the Treasury,
Commissioner of the Bureau of the Public Debt, and
Secretary of the U.S. Department of Transportation:

We have audited the accompanying schedule of assets and liabilities of the Highway Trust Fund (Trust
Fund), administered by the Bureau of the Public Debt (BPD) of the U.S. Department of the Treasury, as of
September 30, 1999, and the related schedule of activity for the year then ended. These schedules are the
responsibility of the BPD’s management. Our responsibility is to express an opinion on these schedules
based on our audit.

We conducted our audit in accordance with generally accepted auditing standards; the standards applicable to
financial andits contained in Government Auditing Standards, issued by the Comptroller General of the
United States; and applicable provisions of Office of Management and Budget (OMB) Bulletin No. 98-08,
Audit Requirements for Federal Financial Statements. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the schedules are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the schedules. An
audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall presentation of the schedules. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the schedules referred to above present fairly, in all material respects, the assets, liabilities
and related activity administered by BPD for the Highway Trust Fund as of September 30, 1999, and for the
year then ended, in conformity with generally accepted accounting principles.

With respect to the BPD’s administration of the Trust Fund, and in accordance with Government Auditing
Standards, we have also issued reports dated December 24, 1999, on our consideration of BPD’s internal

control over Trust Fund financial reporting and our tests of compliance with certain provisions of laws and
regulations applicable to BPD’s administration of the Trust Fund.

KP e LLP

December 24, 1999

I l l . KPMG LLP KPMG LLP a US. limited liability partnership, is
2 member of KPMG International, 2 Swiss association.
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2001 M Street, NW.
Washington, D.C. 20036

Independent Auditors' Report on Internal Control over Financial Reporting

The Inspector General, U.S. Department of the Treasury, and
Commissioner of the Bureau of the Pubhc Debt:

We have audited the schedules of assets and liabilities and the related schedules of
activity (the Schedules) prepared by the Bureau of the Public Debt (BPD) of the U.S.
Department of the Treasury, as of and for the year ended September 30, 1999 for the
following trust fund activity administered by BPD, and have issued our reports thereon
dated December 24, 1999:

Airport and Airway Trust Fund

Aquatic Resources Trust Fund

Federal Hospital Insurance Trust Fund

Federal Supplementary Medical Insurance Trust Fund
Harbor Maintenance Trust Fund

Hazardous Substance Superfund Trust Fund
Highway Trust Fund

Inland Waterway Trust Fund

Leaking Underground Storage Tank Trust Fund

Oil Spill Liabihity Trust Fund
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We conducted our audits in accordance with generally accepted auditing standards; the
standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and applicable provisions of
Office of Management and Budget (OMB) Bulietin No. 98-08, Audit Requirements for
Federal Financial Statements.

. . . . KPMG LLP KPMG LLR a LS. limited Hiability partrarship, is
a member of KPMG Intarnational, a Swiss association.



BPD's management is responsible for establishing and maintaining internal controls over
financial reporting related to the administration of the trust funds. In fulfilling this
responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of internal control policies and procedures. The
objectives of intemnal control over financial reporting, as they relate to the administration
of the trust funds, are to provide BPD and program agency management with reasonable,
but not absolute, assurance that (1) transactions are executed in accordance with laws and
regulations that could have a direct and material effect on the determination of the
schedule amounts, and certain other laws and regulations as applicable to the
administration of the trust funds; (2) assets are safeguarded against loss from
unauthorized acquisition, use, or disposition; and (3) transactions are properly recorded,
processed, and summarized to permit the preparation of the schedules in accordance with
generally accepted accounting principles.

Because of inherent himitations in mternal control over financial reporting, misstatements,
losses or noncompliance may nevertheless occur and not be detected. Also, projection of
any evaluation of internal control to future periods is subject to the risk that procedures
may become inadequate because of changes in conditions or that the effectiveness of the
design and operation of policies and procedures may deteriorate.

In planning and performing our aundits, we considered internal control over financial
reporting related to the administration of the trust funds by obtaining an understanding of
the internal controls, determined whether these internal controls had been placed in
operation, assessed control risk, and performed tests of controls in order to determine our
auditing procedures for the purpose of expressing our opinions on the schedules. We
limited our internal control testing to those controls necessary to achieve the objectives
described in OMB Bulletin No. 98-08. We did not test all internal controls relevant to
operating objectives broadly defined by the Federal Manager's Financial Integrity Act of
1982, such as those controls relevant to ensuring efficient operations. The objective of
our audits was not to provide assurance on internal control. Consequently, we do not
provide an opinion on internal controls.

B-2



Our consideration of internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting relating to the trust
funds that might be material weaknesses under standards issued by the American Institute
of Certified Public Accountants. Material weaknesses are conditions in which the design
or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements, in amounts that would be material in
relation to the schedules being audited, may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We
noted no matters involving the trust funds' internal control and its operation that we
consider to be material weaknesses as defined above.

However, we noted other matters involving internal controls over financial reporting and
their operation for the trust funds that we have reported to the management of the BPD in
a separate letter dated December 24, 1999,

This report is intended solely for the information and use of the BPD's management, the
U.S. Department of the Treasury Office of the Inspector General, program agencies,

OMB and Congress, and is not intended to be and should not be used by anyone other
than these specified parties.

KPMe LEP

December 24, 1999
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Laws and Regulations
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2001 M Street, NW
Washington, D.C. 20036

Independent Auditors’ Report on Compliance with Laws and Regulations

The Inspector General, U.S. Department of the Treasury, and
Commuissioner of the Bureau of the Public Debt:

We have audited the schedules of assets and liabilities and the related schedules of
activity (the Schedules) prepared by the Bureau of the Public Debt (BPD) of the U.S.
Department of the Treasury, as of and for the vear ended September 30, 1999 for the
following trust fund activity administered by BPD, and have issued our reports thereon
dated December 24, 1999:

Airport and Airway Trust Fund

Aquatic Resources Trust Fund

Federal Hospital Insurance Trust Fund

Federal Supplementary Medical Insurance Trust Fund
Harbor Mamtenance Trust Fund

Hazardous Substance Superfund Trust Fund
Highway Trust Fund

Inland Waterway Trust Fund

Leaking Underground Storage Tank Trust Fund

Oil Spill Liability Trust Fund

We conducted our audits in accordance with generally accepted auditing standards; the
standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and applicable provisions of
Office of Management and Budget (OMB) Bulletin No. 98-08, Audit Requirements for
Federal Financial Statements.

. . . . KPMG LLE KPMG LLR a US. limited liability partnership, is
& membar of KPMG International, 2 Swiss association.
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2001 M Street, NW.
Washington, D.C. 20036

The management of the BPD is responsible for complying with laws and regulations
applicable to the administration of the trust funds. As part of obtaining reasonable
assurance about whether the information included in the schedules referred to above is
free of material misstatement, we performed tests of BPD's compliance with certain
provisions of laws and regulations related to the administration of the trust funds,
noncompliance with which could have a direct and material effect on the determination of
the scheduie amounts, and certain other laws and regulations specified in OMB Bulletin
No. 98-08, including the requirements referred to in the Federal Financial Management
Improvement Act (FFMIA) of 1996. We limited our tests of compliance to these
provisions and we did not test compliance with all laws and regulations applicable to
BPD's administration of the trust funds. However, providing an opinion on compliance
with applicable provisions of laws and regulations was not an objective of our audits,
and, accordingly, we do not express such an opinion.

The results of our tests of compliance with the laws and regulations described in the
preceding paragraph, exclusive of FFMIA, disclosed no instances of noncompliance that
are required to be reported herein under Government Auditing Standards or OMB
Bulletin No. 98-08.

Under FFMIA, we are required to report whether the financial management systems used
to administer the trust funds substantially comply with (1) Federal financial management
systems requirements, (2) Federal accounting standards, and (3) the United States
Standard General Ledger at the transaction level. To meet this requirement, we
performed tests of compliance using the implementation guidance for FFMIA included in
Appendix D of OMB Bulletin No. 98-08.

The results of our tests disclosed an instance that is described in the accompanying
Exhibit, where BPD's financial management systems did not substantially comply with
the requirements discussed in the preceding paragraph.

This report is intended solely for the information and use of the BPD's management, the
U.S. Department of the Treasury Office of the Inspector General, program agencies,

OMB and Congress, and is not intended to be and should not be used by anyone other
than these specified parties.

KPMe P

December 24, 1999

. . . . KPMG LLR KPMG LLR a U.S. imited liability partnership, is
a member of KPMG Intarnational, a Swiss assogiation,



Exhibit
Trust Funds Administered by the Bureau of the qulic_Debt
Noncompliance with Laws and Regulations
September 30, 1999
A-127 Financial Management Systems

Comment

OMB Circular A-127 requires federal entities to use an integrated financial management
system that eliminates unnecessary duplication of transaction entry. BPD i1s responsible for
administering the trust funds' financial systems. We noted that BPD records receipt,
investment, and disposition transactions on a computer spreadsheet, known as a cash sheet,
and records the transactions again in the general ledger. Because using the general ledger 1s a
cumbersome tool for monitoring investment activity, BPD uses the cash sheet to ensure funds
are invested timely.

Recommendation

We recommend that BPD complete its current process of implementing integrated systems
that will eliminate the duplication of transaction entry and take appropriate action by
September 30, 2000.
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U.S. Department of the Treasury
Bureau of the Public Debt

Highway Trust Fund
Schedule of Assets and Liabilities
As of September 30, 1999
ASSETS
Fund Balance with Treasury - SGL 1010
Fund Balance with Treasury - Highway ($37,039,439)
Fund Balance with Treasury - Mass Transit (18,333,825)
Total Fund Balance with Treasury ($55,373,264)
Investments - SGL 1610
Investments - Highway $18,319,852,000
Investments - Mass Transit ~9,762,766,000
Total Investments (Note 2) $28,082,618.,000
Total Assets $28,027.244,736
LIABILITIES
Program Agency Equity - SGL 3310 (Note 3) $28,027,244,736
Total Liabilities $28,027,244,736

The accompanying notes are an integral part of the schedules.

D-1



U.S. Department of the Treasury
Bureau of the Public Debt
Highway Trust Fund
Schedule of Activity
For the Year Ended September 30, 1999

REVENUES
Tax Revenues - SGL 5800

Diesel - Highway

Diesel - Mass Transit
Gasoline - Highway
Gasoline - Mass Transit.
Gasohol - Highway

$8,388,281,778
1,122,012,712
21,373,069,274
3,956,308,438
1,310,748,080

Gasohol - Mass Transit 513,535,714
Truck Tire Tax - Highway 416,034,000
Truck Use Tax - Highway 813,698,000
Truck Retail Tax - Highway 2,809,900,000

Less Transfers To:
Aquatic Resources Trust Fund - Highway
Aquatic Resources Trust Fund - Mass Transit

(243,595,000)
(32,063,000)

Land and Water Conservation Fund - Highway (844,000)

Land and Water Conservation Fund - Mass Transit (156,000)
Total Tax Revenues $40,426,929,996

Refund of Taxes and Estimated Tax Credits - SGL 5890

Diesel 15.1/20.1 - Highway $616,054,086
Diesel 15.1/20.1 - Mass Transit 49.677.834
Gasoline 9.1/14.1 - Highway 328,991,574
Gasoline 9.1/14.1 - Mass Transit 32,056,999
Diesel Fuel Bus Use - Highway 35,828,801
Gas to Make Gasohol - Highway 32,962,382
Gasohol - Highway 21,869,000
Special Motor Fuel 9.1/14.1 - Highway 16,102,875
Diesel - Powered Vehicle - Highway 779,072
Total Refund of Taxes and Estimated Tax Credits $1,134,322,623
Net Tax Revenues $39,292,607,373
(CONTINUED)



U.S. Department of the Treasury
Bureau of the Public Debt
Highway Trust Fund
Schedule of Activity

For the Year Ended September 30, 1999

Other Revenues - SGL 5320 and 5720
Fines and Penalties - Highway
Cash Management Improvement Act Interest - Highway
Cash Management Improvement Act Interest - Mass Transit
Total Other Revenues

Total Revenues
Disposition of Revenues - SGL 5730
Transfers to Federal Highway Administration
Transfers to Mass Transit
Cash Management Improvement Act Interest - Highway
Cash Management Improvement Act Interest - Mass Transit
Total Disposition of Revenues
Net Increase in Program Agency Equity (Note 3)
Transfer to Treasury General Fund (Note 3)

Net Activity

The accompanying notes are an integral part of the schedules.
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$6.687,496
1,866,106
24,258

$8,577,860

'$39,301,185,233

$23,540,400,000
5,776,800,000
45,383

5,921

$29,317,251,304

_§9,983,933,929

$8,017,355,427

_ 51,966,578,502




U.S. Department of the Treasury
Highway Trust Fund
Notes to the Schedules
September 30, 1999

Note 1 - Summary of Significant Accounting Policies
A. Reporting Entity

The accompanying schedules of assets and liabilities and related activity pertain to the aspects of
the Highway Trust Fund (Trust Fund) that are serviced by the Trust Fund Management Branch
(TFMB) of the Bureau of the Public Debt (BPD) of the Department of the Treasury (Treasury).
The Trust Fund was created by and is maintained in accordance with USC 26, Chapter 98
Section 9503 of the Internal Revenue Code, as amended.

TFMB acts as a service organization which processes receipts, disbursements and transfers
related to the Trust Fund based upon information provided by the Internal Revenue Service
(IRS), Office of Tax Analysis (OTA), the U.S. Department of Transportation, and other Treasury
bureaus. As part of its functions, BPD also manages the investments, maintains related
accounting records and supporting documentation, and reports financial activity. As such, these
schedules do not include information regarding the ultimate disposition of amounts transferred
from the Trust Fund to the program agencies.

The program agencies, the Federal Highway Administration, the Federal Transit Administration,
and the National Highway Traffic Safety Administration of the Department of Transportation,
are responsible for administering, regulating, and monitoring the program activities funded by
the Trust Fund. The program agencies make all decisions regarding dispositions from the Trust
Fund. The financial activity reported in these schedules is limited to the activities performed by
TFMB.

B. Basis of Presentation

The schedules have been prepared to report the assets and liabilities of the Trust Fund under the
function performed by TFMB and the related activity in accordance with applicable financial

presentation guidelines to the extent those guidelines apply to the limited activities performed by
TFMB.

C. Basis of Accounting
Transactions during the year are recorded using the cash basis of accounting. At year-end,

adjustments are made to record revenue and expense accruals in accordance with generally
accepted accounting principles applicable to Federal Government entities.



Highway Trust Fund
Notes to the Schedules

Note 1 - Summary of Significant Accounting Policies (continued)
D. Trust Fund Activity

Revenue activity recorded in the Trust Fund consists primarily of amounts equivalent to the taxes
received on gasoline, diesel fuel, special motor fuel, tires, tubes, tread rubber, commercial motor
vehicles, truck use, lubricating oil, and parts and accessories for trucks, buses, etc., which are
designated to be appropriated and transferred from the General Fund to the Trust Fund pursuant
to Title 26, Subtitle I, Chapter 98, Subchapter A, Sec. 9503 (b) of the Internal Revenue Code.
These transfers are generally made twice a month on the basis of estimates by the OTA.
Additional transfers or repayments are made for the difference between the OTA estimates of
collections and the actual tax collections certified by the IRS.

Dispositions from the Trust Fund are made in accordance with Title 26, Subtitle I, Chapter 98,
Subchapter A, Sec. 9503 (c) of the Internal Revenue Code primarily to the U.S. Department of
Transportation. The program agencies are responsible for the ultimate disposition of such funds
to pay obligations relating to planning, research, development, construction, operation, and
maintenance of traffic control, highway safety, or supporting services for the highway system
and other expenditures as defined by law.

E. Fund Balance with Treasury

The Trust Fund does not maintain cash in commercial bank accounts. Cash receipts and
disbursements are processed by the Treasury. The Fund Balance with Treasury represents the net
revenue, disposition of revenue, and investment activity.

F. Investments

Pursuant to the Highway Revenue Act 23 USC 120, the Secretary of the Treasury shall invest
such portion of the Trust Fund as is not necessary to meet current withdrawals. The Fiscal
Assistant Secretary of Treasury has determined, according to law, that Certificates of
Indebtedness (C/T) are the appropriate investment vehicles for the Trust Fund. C/T’s acquired by
the Trust Fund may be redeemed at par value plus accrued interest.



Highway Trust Fund
Notes to the Schedules

Note 1 - Summary of Significant Accounting Policies (continued)
F. Investments (continued)

These non-marketable par value Treasury securities are issued and redeemed by the BPD.
Securities are acquired and held in the name of the Secretary of the Treasury for the Trust Fund.
The interest on and proceeds from the sale or redemption of any obligation held for the Trust
Fund are credited to the Trust Fund.

G. Investment Policy and Valuation Methods for Investments

TFMB follows Treasury fiscal investment policy guidelines. These guidelines allow TFMB to
invest all excess Trust Fund collections and liquidate securities, as funds are needed.

Investments are selected for liquidation based on the earliest maturity date, lowest interest rate,
first-in first-out (FIFO) method. The intent of the trust fund manager is to hold all investraents to
maturity. Investments are reported at cost.

H. Cash Management Improvement Act (CMIA) Interest Income and Expense

The purpose of the Cash Management Improvement Act of 1990 and the Cash Management
Improvement Act Amendments of 1992 is to ensure greater efficiency, effectiveness, and equity
in the exchange of funds between the Federal Government and the States. Interest income and
expense transferred to or from the Trust Fund related to the provisions of the CMIA are made
based on information provided by the program agencies regarding their intergovernmental
transactions with various states, and are certified by the Financial Management Service’s (FMS)
Treasury Program Compliance and Evaluation Division.

Note 2 - Investments
All investments as of September 30, 1999, were par value intragovernmental securities with a

cost of $28,082,618,000. In accordance with Public Law 105-277, 112 Statute 2681, investments
held by the Trust Fund ceased earning interest after September 30, 1998.



Highway Trust Fund
Notes to the Schedules

Note 3 - Change in Program Agency Equity

During the year ended September 30, 1999, TFMB determined that the program agency equity
account was understated and the amount due to the Treasury General Fund was overstated by the
same amount in the September 30, 1998, financial statements. TFMB has restated both liability
accounts at October 1, 1998, to reflect the proper balances. The following summarizes the
restatement adjustment for both liability accounts at October 1, 1998.

Program Amount Due
Agency Equity To Treasury
Balance as previously reported $17,925,534,000 $8,135,132,234
Adjustment 117.776.807 (117.776.807)
Balance as restated $18.043.310.807 $8.017.355.427

Change in program agency equity for the year ended September 30; 1999, is:

Balance, beginning of year $18,043,310,807
Increase in balance 9,983.933.929
Balance, end of year $ 28.027.244.736

Note 4 - Contingencies

In the opinion of BPD management and legal counsel, there are no known administrative
proceedings, legal actions or claims that will result in a decision which will materially alter the
assets, liabilities or activity of the Trust Fund.

Note 5 - Related Parties

TFMB, on behalf of the Secretary of the Treasury, compiles amounts deposited into the Trust
Fund, invests receipts in Treasury securities, redeems securities and transfers funds to the
program agency, maintains accounting records for all receipts and disbursements of the Trust
Fund, and reports Trust Fund financial activity to the program agency and other interested
parties. The IRS and OTA determine the amounts to be deposited in the Trust Fund. The
program agencies determine the disposition of these revenues. BPD is authorized by law to
receive direct reimbursement from the Trust Fund for administrative expenses.



Highway Trust Fund
Notes to the Schedules

Note 6 - Transfer to Treasury General Fund

An administive proceeding made a one-time reduction in the Highway account balance on
October 1, 1998. This proceeding required the TFMB to transfer amounts in excess of $8 billion
on October 1, 1998 to the Treasury General Fund. As a result, TFMB transferred
$8,017,355,427 to the Treasury General Fund.
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